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A. SCCIAL INSURANCE 


Insurance in modern society is an important eccnonic 
tool which has the fcllowing multiple uses: (Ref. 1] 

1. introducing security into personal and business situ- 
ations, 

2. providing a desirable means ofi saving and a means ol 
capitalizing earning power, 

J5 safeguarding beneficiaries from bankruüurtcy or 
poverty, while serving tc eliminate their dependency on 
cthers as a result oí such situations, and 

4. promoting econcmic development. 

Insurance institutions have taken two  Lasic fcrms of 
cwnership : private and public. Private insurance consists 
of all types of coverage written by privately organized 
groups, While public or social insurance includes all types 
of coverage written Ey governmental bodies. Theoretically, 
Social insurance is urlixely tc exist without the support o£ 
the gcvernment, Since no private insurers would have the 
capability of  managirg and financing the large populaticns 
covered Ly such insurance. 

The rain text of this thesis will include both a discus- 
Sion and ccmparison of social insurance as it was ccnceived 
and as it now exists in the United States, and the social 
insurance syster which is presently being implemented in 
indonesia. The purpcse for analyzing social insurance is to 
determine whether or not the social insurance system which 
presently exists in Indonesia as it relates to military 
personnel is fair tc both the company and its members. 


Specifically I plan to analyze the benefits provided by 


PERUM ASAERI using tke present value method to determine its 
fairness. 

The Social Security Act, cne example of the implementa- 
tion cf a social insurance plan, was launched in 1935 by the 
United States Government. The Act was put into effect at a 
time when public expenditures to counter want and dependency 
were heavily weighted by the demands resulting frcm lcng 
continued mass unemployment and exhaustion of personal and 
commurity resources. This time, of course, was during tne 
early years of the great depression. Since that time prac- 
tically every American has become either a beneficiary, a 


contributor, or a derendent of a contributor. (Ref. 2] 


B. SOCIAL INSURANCE IN INDONESIA 


Indonesia, one of the young developing countries with 
its own particular sccial and economic problems, has adopted 
compulsory social insurance plans. Tne plans are managed by 
. three government owned! companies, i.e. : 

1. FERUM TASPEN (Perusahaan Umum.Tabungan dan Asuransi 
Sosial Pegawai Negeri or the Public Company of Saving and 
Social Insurance for Government Servants) was established in 


1963 with the issuance of Government Regulation No 10. This 


lÀn Indonesian Government Owned Company called 
PERUSAHAAN NEGARA,1s a corporation in any form whose entire 
capital is cwned by the government. The specification of 
FERUSAHAAN NEGARA can be in the form of: 


a 
de PERUSAHAAN JAWATAN or PERJAN, a government owned 

gn pany under the ordinance of "Indoneische Bedryvenwet" 

1927. Exp. PERUSAHAAN JAWATAN KERETA API (The Railroad 


Company). 

b. D ERUSAHAAN UMUM or PERUM, a government owned company 
under. the ordinance of The Government ` Regulation as 
substitute Law No.19, 1960. Exp. PERUM ASABRI (The Pubiic 
Sone ay of Saving ard Social Insurance for the Indonesian 

O 


Armed Ices). | 
¿Co PERUSAHAAN PERSEROAN or PERSERO, a corporation in 
which the government possesses certain shares, while its 


REGER entity is under the ordinance of the Business Lawkook 
1847. Exp. PT.SEMEN GRESIK (PERSERO) (The Government 
Corporation of Cement Gresik). Ref. 3] 


10 


regulaticn reyuires that all persons on government payrcil 
automatically become members of the program. [ Ref. 4] Its 
coverage includes: 

a. a saving lnsurance rrogran, 


kt. a life insurance program. 


2.PERUM ASTEK (Ferusahaan Umum Asuransi Sosial Tenaga 
Kerja or the Public Company of Social Insurance for 
Manpower) was estallished in 1977 with the issuance of 
Government Regulation No 33. This isa social insurance 
plan for private workers (those who do not work for the 
government and are nct likely to become members of two above 
menticned social insurance companies). PERUM ASTEK is 
managed under the supervision of the Department of Manpower 
and Transmigration, and has benefit Schemes covering: 

a. a labor accident risk insurance progran, 


b. mutual saving and life insurance programs. 


djs PERUM ASABRI (Perusahaan Umum Asuransi Sosial 
Angkatan Bersenjata Republik Indonesia or the Public Company 
cf Saving and Social Insurance for the Indonesian Armed 
Forces) was enacted in 1971. Separated from PERUM TASPEN, 
it was established with the issuance of Government 
RegulaticnNo 44. Its intent is to operate a social insur- 
ance plan for military personnel and civilians serving in 
the Department of Defense. [Ref. 5] Its coverage is the 
sane as EERUM TASPEN: 

a. a saving insurance program, 


t. a life insurance progran. 


PERUM ASABRI is managed under the supervision of the 


Departmert of Defense, having the characteristics of 
Froviding death insurance benefits, besides the general 
characteristics cf a saving progran. Its limited members 


and the contribution teing received by the company is a part 


of the interesting maragement features. 
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C. TEE ISSUES 


Realizing the fact that PERUM ASABRI S TSi bee hi 
young, and the benefit scales nave been reassessed many 
times to meet the "fairness" of the compensation, freguent 
questions asked by members are: What is the criteria of 
fairness that is used to calculate the benefit amount? Is 
the ccmpany's ability to pay the benefits the single consid- 
ecraticn in determining benefit amounts? Members argue that 
money today is worth more than it will be tomorrow, espe- 
cially tecause of tke high inflation and interest rates. 
They always think in term of saviny their money rather than 
contributing it to a social insurance program. No one will 
argue against the mandate of the social insurance prcgran, 
Since tle contribution they made in the form of salary 
deduction is considered reasonable. What is at issue is the 
question of fairness of the benefits amount jin ccmsparison 
with the ccafulsory ccntributions made. 

Another question being raised is whether PERUM ASABRI 
will ever go bankrupt or find itself in a deficit situation 
due tc tle shrinkage cf funds. Such a situation has tefailen 
the sccial security program in the United States. If this 
problem exists, then a careful actuarial calculation with a 
sufficient safe cushion should be made in setting uf the 
formula te calculate the necessary benefit amount. 


D. THE METHODOLOG Y 


One method in measuring the fairness of a savings insur- 
ance rrogram is by ccmparing the present value of koth the 
contritution being paid every month, with the benefit amount 
that would be received by the beneficiary later On. This 
compariscn should reflect a measure of fairness. the 
purpcse cf this thesis is tc analyze the fairness of the 
benefit provided by FERUM ASABBI to both the beneficiary and 


the insurance company using the present value method. Ine 
result of the comparison is not the absolute fairness meas- 
urement, since PERUM ASABRI also bears other obligaticns 
which shculd be taken into consideration. 

The methodology vsed in my thesis is by: 

a.  Acquiring pertinent information on some cf the 
company's major prorlens through personal interviens vita 
some ccmpany officials. 

b. Using the kenefit schemes provided by the company 
in their publication titled : Petunjuk untuk Mendapatkan 
Santunan ASABRI. [Ref. 6] 

ce Hypothecizing and documenting what a career 
officer would contrikute to and gain from being a member of 
the insurance program uSing the present value method 
discussed in section C of Chapter IV. 

Chapter II discusses the nature of insurance, particu- 
larly the sccial insurance and its practice, waich, in the 
United States, is kncwn as social security. 

Chapter III discusses the nature of the social insurance 
system ior military personnel in Indonesia. 

Chapter IV shows the structure of the present value 
model, along with scme assumptions and simplificaticn it 
assumes. 

Chapter V will apply the present value model tc the 
current ASAERI benefits scheme to evaluate its fairness. 
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A.  INSUBANCE AND ITS DEFINITION 


Cne cf the greatest problems that people face in life is 
the danger cf loss or injury. It manifests itself in various 
forms such as disease, disability, death, unemployment, 
fire, natural disaster, political chaos, war and all the 
rest cf an endless list. The danger comes to life uncer- 
tainly sc that everybody bears a certain risk, thus creating 
a feeling of insecurity. People have steadily sought ways 
and means of avciding the threat of unexpected injury to 
themselves cr others which results from the existence of 
these many risks. Insurance is the most universal and prcb- 
ably tke soundest scheme fcr avoiding or transfering risk 
that has as yet been devised. (Ref. 7] ihe major value o£ 
insurance is that it enables policy holders to eliminate 
constant worry about the loss of their possessions cr tneir 
health. To most pecple, uncertainty and insecurity are a 
type of mental pain. Peace of mind may therefore te ccnsid- 
ered an intangible berefit provided by insurance. 

Insurance may be defined in many ways depending upcr the 
standpoint from which it is viewed. jRef. 1] From the legal 
standpoint, insurance is a contract whereby tne insurance 
company agrees to make payments to a party, should the event 
insured against in the contract occur. Thus insurance may be 
looked upon as a series of contracts whereby the insurance 
company agrees to indemnify the insured against certain 
losses. 


The New York Insurance Law defines insurance as follows: 


The term insurance contract shall be deemed to include 
any agreefent or cther transaction MM one party, 
herein called the insurer, is obligate tc ccntier 
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benefits of pecuniary value upon another party, herein 
called the insured or beneficiary, dependent upon the 
nrenung cof rorturtous event in which the insured or 
beneficiary has, cris expected to have at the time of 
tails Borer of such event. A fortuitous event is any 
occurarce or failure to occur which is, or is assumed by 
the parties to be, to a sutstantial extent beyond the 
control cf either party. [ Ref. 


Frcm a social standpoint, insurance may be observed as a 
method of combining a large enougn group of units to make 
the lcss predictable. This method enables the individual to 
obtain irsurance at a reasonarle rate and thus to protect 
himself against the possibility of disastrous losses. 

From the standpoint of an accountant, insurance may De 
defined as a method of substituting a small certain loss for 
a large uncertain loss. The individual suffers a ucnetary 
loss Ey paying a small premium which he otherwise would not 
have tc pay. In return, however, protection against the 
possikility of a large loss will be obtained. The loss, of 
Course, may or may nct occur. 

Greene offered a definition of insurance, which covered 
two majcr ccntexts : 

1- as a legal contract, and 

Ee asa social or econcmic institution designed to 


períorm certain functions, as follows: 


Insurance is an eccnomic institution that reduces risk 
by ccmkining under cne management a group of objects so 


situated that the ss at accidental losses to which 
the grcup is subjec eccme predictable within narrow 
limits. It is usually effected by, and can be said tc 


include certain legal contracts under which the insurer 

fcr consideration, promises to reimburse the insured or 

render services in case c£ certain described accidental 

Ve suffered during the term of the agreement. 
ef. 


This definition stresses how the main economic function 
performed Ly insurance, namely, risk reduction is accca- 
paished. The word “tusually" is to imply that not all insur- 


ance is effected by means of a legal contract. This is troad 
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enough to contemplate various types of social insurance. ihe 
definiticn also refers to insurance as an economic institu- 
tion, while its legal status is not important, since it can 
ke a chartered insurance company, a private corporation, a 
group of associated individuals cooperating in an insurance 
venture infcrmally, cr a governmental agency. It alsc refers 
to "accidendal losses", because losses which are certain to 
cccur are nct insuraLle. 

An insurabie risk should possess the following charac- 
teristics : 

1- The number of insureds should be large and should be 
independently exposed to the potential loss, otherwise the 
risk is not reduced sufficientiy to permit safe operation. 

Z. The losses covered should be definite in time and 
place to facilitate lcss adjustments. 

3. The chance of loss should be measurable, otherwise 
tne ccst of the program is indefinite. 

4. The loss should be accidental from the viewpoint of 
the insured. It is unwise to insure against iosses whicn 
the insured can bring about or against losses which are 
Found to happen. Death, for example,is bound to hapren, rut 
the date of death is uncertain. (Ref. 8] 

Insurance is often referred to as an intangible since 
the ¡policy holder receives in essence a piece of paper 
rather tkan a physical product. Because of the fact that 
the benefits of insurance often lie in the future, people 
tend to put off taking out the necessary insurance in favor 
cf purcaasing articles which can be enjoyed immediately. For 
this reason, insurarce companies have generally found it 
necessary to employ agents to sell their products tc the 
public. The purpose cf the agent is to explain policies to 
the puklic and attempt to convince potential clients that 
they will benefit frcr the purchase of insurance. 
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B. FRIVATE INSURANCE 


The Classificaticn of insurance into private and sccial 
insurances, can alsc be distinguished through its coverages 
(Table I) The private insurance coverages are generally 
divided intc three major types : 

1. Fire and marine 

ze Casualty and surety 

Sig Jee 

Private insurance flans generally possess the following 
characteristics: [Ref. 9] 

1. The protection is voluntary, insureds must be scid on 
the need fcr protection. As a resuit, some persons Luy 
either nc ¿rotection or inadeguate protection, and they 
retain their freedom cf economic choice. 

2. The insurance contract is a legal instrument which 
cannot ke changec and which can be enforced in the ccurts. 

i. The cost of each individual's protection is deter- 
mined on an actuarial basis. His benefit amounts and his 
loss and exfense producing potentialities are considered in 
determining the price, for the price of the  prctection 
Should equal the expected ccst. 

8. The protecticn is provided by many insurers of 
various types who ccipete with one another for insureds. 
Competition forces tle insurers to reassess their contracts 


and prices periodically. 


C. TEE SCCIAL INSURANCE 


The Committee on Social Insurance Terminology offers the 


following definition cf social insurance: 


A device for roolirg of risks by their transfer to an 
organization, usually governmental, that is Be Taped by 
law to rovide pecuniary or service benefits tc cr on 
behalf of covered persons upcn the occurance of certain 
predesignated losses. [Ref. 8] 


17 


| 


Fire 

fife 

Fire 

Extended coverages 
Business interruption 
Related lines, such as 


Sprinkler MEAG. 
water camage,etc 


Ccean Marine: 
Cargc 

Hull 

Freight 
liability 
Inland Marine: 
Transportation 


Instrumentalities of 
transportation 


Eroperty floaters 
Bailee coverages 
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Miscellaneous prcgrams, 
such as war damacé 
insurance, etc 


TABLE I 


Division of the Insurance Business 


Private 
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Accident and sickness 
Automobile insurance 
Workmen's compensation 
Liabiiity coverages 
Burglary,robbery,and theit 
Glass 

Power plant 

Credit 

Suretysnip 

Fidelity 

Surety 


Forgery 


Annuities 


Accident and sickness 


anc 


surance 

State Government 

Workmen's compensation 
Unenployment 

Accident 8 sickness program 


Miscellaneous programs 


e A A A A REP € o übers testes espns Dene tata. ccn amm bes gaas To Gaane Saa Seer OR gate GE Glee Ree en gente a gee Stee Ws gua. mns llc banc amm. is Bp Sun fbr ipis 


L————————Ó———ÀÁÀ"''Á'——A———————————— el e | 


18 


The purpcse of social insurance is then to prevent econoric 
insecurity by pcoiing the ccntributions paid by covered 
earners and their employers to provide protection against 
the lcss of earned income for a portion of the insureds. 

The social insurance plans tend to be introduced when- 
ever a sccial problem exists which requires governmental 
action fcr solution and where insurance methods are deemed 
most appropriate as a solution. 

A social ¡problem is a condition or set of circumstances 
that society, as a whcle, finds repugnant or otherwise unde- 
siraLle, and for which the solutions are generally beyond 
the ccntrcl of the individual. Examples are the prcrlems of 
crime, poverty, unemployment, mental disease, ill health, 


dependency cf children or aged persons, economic privation 


o£ a certain class such as agricultural Workers, drug 
addicts, industrial accident victius, and divorcees and 
their families. Insurance is not an appropriate methcd of 


soluticn for many of these problems since the peril is not 
accidental, fortuitots, or predictable. In other instances 
insurance is perhaps feasible, but due to tne catastrophic 
nature of the event (as in unemployment), private-insurers 
cannot undertake the underwriting task because of lack of 
financial capacity. This means taat if the insurance metiod 
is tc be used as a sclution for certain problems, gcvern- 
nental agencies must either administer or finance the insur- 
ance plan. 

Ihe justification for social insurance, then, lies in 
the fact that some insurance tasks either cannot or are not 
acconplished by private insurers without assistance from the 
government. These tasks ccncern Social problems which are 
deemed tco important to ignore. (Ref. 8] 

Ihe economic prcklems involved in social insurance are 
such that governmental action is necessary to solve legal 


difficulties, to Supplement financing, to introduce 
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compulsicn, to give oryanization, or to supply other ingre- 
dients in a successsful insurance formula. Social insurance 
has a tasic purpose of providing a certain degree of 
econc lic security tc members of a society against risks 
waich are beyond the control of either the individual or a 
group of private individuals organized for mutual protection 
ky a private insurance company. Neither private agencies 
nor the irdividual were able ccmpletely to meet successfully 
the various problems leading to old-age dependency, al 
health, cr unemployzent. In an industrialized econony, 
these freblems are essentially beyond the power of any indi- 
vidual tc sclive. It is no longer accepted reasoning, for 
example, that an individual is solely to biame for his unen- 
pioyment aná should kear the entire cost himself. It is also 
recognized that it may Dbe beyond the power of the individual 
to prcvide completely for his own old age because c£ the 
nature of the economy in which he earns his living. 

Social insurance has the further purpose of helping to 
stabilize the economy in various ways and to maintain a full 
enplcyment level. Unemployment insurance renefits, for 
example, have a recccnized stabilizing effect in pericds of 
recession. If an employee without savings loses his jck, he 
does not have to go cr relief roles immediately, but perhaps 
may only find it necessary to reduce nis standard of living 
tempcrarily until a new job is found. If a community's main 
source cf employment is cut off, the blow to business 
activity is thus softened, although a new source of employ- 
ment must be found tc replace that which was lost. Hence, 
social insurance will include all insurance arrangements in 
which the government acts as the insurer, Subsidizes the 
operation, cr requires the insureds to purchase protection. 

Social insurance differs from the most common forms of 
private insurance in four important respects: [Ref. 9] 
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1. Participation is compuisory for all eligible rersons. 
Ctherwise scme individuals would elect to be covered and the 
policy ctjective of a flcor of protection for all members of 
a defired group would be thwarted. 

2. The benefits are prescribed by law. There are no 
contracts, and it is possible (but nighly improbable) that 
the government will rescind the benefits in the future. 
Periodic changes in the benefit structure are very likely 
through changes in the law. 

36 Ihe system redistributes income in addition to 
providing protection through a pooling arrangement. The 
lower income groups, the insureds with many dependents, and 
the participants who were elderly when the system was inau- 
gurated receive more benefits for their contributions than 
most cther participants. if this were not true, it would be 
impossible to achieve the public policy objective of a ílcor 
e Mmr rotection Lor all participants, since some insureds 
would re unable to afford adequate protection. The renefits 
are not equitable in the private insurance sense, but they 
are nct neant to be. Other standards of performance nave 
Leen Geezed more inmnpcrtant. 

Ihe contribution rates are scheduled, but the government 
may and has revised tke schedule periodicauily. Consequently, 
tankruptcy is impossible as long as the government has an 
effective taxing power, although it is conceivable that the 
taxes may become unbearable. An individual's contribution 
may vary yearly even though the tax rate remains fixed, for 
the Ease (annual ainccme) upon which the tax is levied may 
fluctuate from year to year. The fluctuations may have 
little or no effect cn tne benefits. 

4. Ihe governmert system is a monopolistic system. 
However,  rublic pressure forces a continual reassessment of 


tenefits ana contribution rates. 


Fecause the tenefits and ccntribution rates may be made 
non ccntractual and flexible, and because the government has 
the taxing power,  scme risks which are non irsuraLtle by 
sound private insurance standards are insurapie under sccial 
insurance programs. For example, Old-Age, Survivors, and 
Disability Insurance, as it presently exists, could nct be 
underwritten by a private insurer, as there are too many 
unpredictable variables in the progran. 

Another case in feint is unemployment insurance, which 
is nct underwritten ty private commercial insurers Lecause 
they consider the chance of loss to be unpredictable and the 
exposure units to be interdependent. However, some enplcyers 


have developed self-insured unemployment "insurance" plans. 


D. SCCIAL SECURITY IN THE UNITED STATES 


Ine Social Security Act was passed by Congress and 
became law cn August 14, 1935. It was launched during the 
great depression and was conceived then as a kind of social 
insurance. Although never intended to be subject to the 
strict  actuarial standards used py private  insurarce 
programs - in which accumulated premiums are invested, indi- 
vidually accounted for, and contractually related on the 
basis of equity earned to the benefits later payable - the 
original old age and survivors sociali security plan,  never- 
theless, was seen as a modified form of that concert. 
[Ref. 10] In general, social security has two major cijec- 
tives whose relative importance has changed from time to 
time. First is the elimination of poverty through provision 
cf some minimum income. Second is assurance of the mainte- 
nance ci some specified fraction of previous incomes imn the 
event there should re an interruption or loss of earning 
power. 
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The Social Security Act covers a numcer of programs 
which have the kasic objectives of keeping individuals and 
families frcm becoming destitute due to loss of earnings, 
protecting clder persons against the expenses of illnesses 
that could ctherwise exhaust their savings, keeping farilies 
together, and giving children the opportunity to grcw up in 
health and security. These programs are; (Ref. 11) 

a. Retirement insurance 

E. Survivors insurance 

C. Disability insurance 

d. Hospital and medical insurance for the aged 

€. Unemployment insurance 

f. Public assistance and welfare services: 

1 Old age assistance 

2) Aid to the blind 

3) Aid to needy families with children 

4) Aid to the permanently and totally disabled 
5) Medical assistance 

6) Material and child-health services 

7) Services for crippled children 


8) Child welfare services. 


Though the Social Security Act is a Federal law, the Federal 
Goverrment operates only the first four of the abcve 
programs. The other programs are operated by the States with 
Federal cooperation. 

Thrcugh the federal-state partnership implemented by 
federal grants-in-aid, assistance became available in 
February, 1936 under the federal-state program fcr needy 
persons in three groups of the population that in gocd times 
as well as bad, have little or no capacity to earn their cwn 
diving - the aged, the blind, and cnildren deprived of 
parental support or care through the deatn, absence from the 
home, cr physical or mental incapacity of a parent. 
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Longer-range provisicns of the Act were designed to prcvide 
insurance benefits fcr employees in commerce and industry 
that would furnish a tasic income in old-age retirezent and 
during limited periods of involuntary unemployment. Workers 
were to pay a small percentage of their earnings up toa 
specified ceiling into a trust fund, and their employers 
were tc contribute an egual amount. 

After the passage of the Social Security Act, the 
predcminant emphasis, until recently, has been cn inccne 
Maintenance rather than poverty elimination. More attention 
has been paid to raising benefits at tne upper income levels 
than to making sure that the minimum benefits are indeed 
adequate to provide a standard of living above the poverty 


line. 


The Olg-Age, Survivors, Disability, and Health 
Insurance  (OASDHI) ¡program provides monthly benefits to 
retired and disabled wcrkers and their spouses and children 
and tc survivors of insured workers. It also provides Health 
Insurance tenefits for persons aged 65- and over, and 
starting July 1973, for the disabled under age 65. Cld-age 
retirement benefits were provided by the original Sccial 
Security Act of 1935, benefits for spouses and children and 
survivcrs by the 1939 amendments, benefits for the disabled 
Ly the 1956 amendments, and benefits for the spouses and 
children cf disabled workers Ey the 1958 amendments. “he 
1965 amerdments initiated the Health Insurance program, 
generally known as Medicare. (Ref. 12) 
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3. Memkershi 


A person builds protection under the OASDHI prcgran 
through working in employment covered under various Social 
Security related legislation. Coverage is, in general, 
compulsary. Contributions on wage and salary workers' earn- 
ings Up to a statutcry maximum each year are withheld and 
matched ky employers. Self-employed persons pay contritu- 
tions cn their annual earnings up to the same taximum as 
employees, but at a higher rate. Contributions cf workers 
with more than one employer are withheld and matched up to 
the annual uaxiuum by each employer. Self-employment earn- 
ings cf wage and salary workers are taxable only ur tc the 
amount by which their wages are less than the annual maximum 
taxable amount. Premiums are paid on a voluntary basis fcr 
certain pcrtions of the Medicare program. All contributicns 
and premiums are credited to the various trust funds that 
are the sources of payments for: 

a. Monthly benefits.when the worker retires, dies, 
or becomes disabled 

b. Service Lenefits when eligible aged and disabled 
individuals incur hospital cr medical expenses 

E, Vocaticnal rehabilitation services when 
disaLility renefits are being received 

d. Administrative expenses for cach program. 

No funds are disbursed for any other purpose. 

A number is issued toa person by the Social 
Security Admzministraticn to keep a record of earainys and of 
the Lenefits based cn these earnings. Taxable wages and 
self-employment income are reported py employers and self- 
employed individuals and credited to the worker's record 
under his sccial sectrity number. [Ref. 12] 
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Funds nct withdrawn for current cash or service 
benefits, the financial interchange, and administrative 
expenses are invested in interest-bearing Federal securi- 
ties, as required by law; the interest earned is also depos- 
ited in the trust funds. 

There are four separate accounts inthe United States 
Treasury, in which tle equivalent of taxes received are 
deposited under the Federal Insurance Contributions Act, the 
Self-Emplcyment Contribution Act, and contributicns under 
secticn 218 of the Social Security Act dealing with ccverage 
of State and local gcvernment empioyees. In addition, any 
suns received under the financial interchange with the rail- 
road retirement acccunt; voluntary hospital and medical 
insurance premiums and transfers of Federal general revenues 
are also deposited in these accounts. These four accounts 
are; 

a. Old-age and survivors insurance (OASI)-- The 
trust fund used fcr paying monthly cash benefits to 
retired-worker (cld-age) beneficiaries and their dependents 
and tc strvivors of insured workers. 

E. Disability insurance (DI).- The trust fund used 
for paying monthly cash benefits to disabled-worker benefi- 
ciaries and their dependents and for providing rehabilita- 
tion services to the disabled. 

C. Hospital Insurance (HI).- Ihe trust fund used for 
paying part of the ccsts of inpatient hospital services and 
related fosthospital care for aged and disabled individuals 
who meet the eligibility reguirements. 

d. Supplementary medical insurance (SMI).- The trust 
fund used for paying part cf the costs of physicians' 
services, cutpatient hospital services, and other related 
medical and health services for voluntarily insured aged and 
disabled individuals. (Ref. 13] 
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5. Cash Benefits 


Monthly cash benefits under OASDHI are paid as a 
matter of earned right to werkers wao gain insured status 
and tc eligible dependents and survivors of such workers. 
Fully insured status qualifies a worker and his family for 
almost all Lenerit tyres on the basis of his social security 
earnings credits. À worker who dies without being fully 
insured may be currently insured, and his children and their 
widowed mother would thus qualify for penefits. "Insured in 
event cí disability" status is required to qualify for a 
disarled-worker benefit or to establish a pericd of 
disability. A lump-sum payment is aiso payable on the death 
of a fully cr currently insured worker. Certain persons aged 
72 and over who do not meet the insured-status reguirezents 
can qualify for small fixed-rate venefits under special 
transiticnal provisicns. 

Cash benefits are financed through contributions 
from wages and salaries and self-employment income (except 
for transfer of Federal general revenues to finance military 
and cther gratuitous wage credits and  'special' benefits). 
The cash benefit pregram is administered by the Federal 
Government; there is no participation by private insurance 
companies cr private pension plans. [Ref. 12] 

This chapter was intended to serve as a Ecint of 
comment information akout social insurance as it exists in 
the United States. The next chapter will concern itself with 
the directicn that  sccial insurance has taken in Indonesia 
with emphasis on social insurance for the  zilitary 
perscnnel. 
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A. SCCIAL INSURANCE IN INDONESIA 


In a developing ccuntry such as Indonesia, the rcle of 
compulsory insurance i.e. social insurance, as an economic 
institution is very important both for individuais as well 
as for tke whole community as an entity. First, 1 LT 
provide protection for the individuals, such as in old-age 
pensicn, health, sickness,  deatn and labor accident insur- 
ance, which will give a feeling of security and welfare for 
the enplcyees or workers as well as their dependents, a 
condition frasically needed to increase personal freduc- 
tivity. Second, it will suprort and enhance the national 
develcr5rment program, since the contribution gathered from 
the members as premiur by the insurance company is a fcrm of 
compulsory saving from the society, creating a potential 
domestic capital formation for the whole economic system. 

Realizing the fact that people are not insurance minded 
and aware enough of the benefits, while they have to be 
protected, the Goverrient of Indonesia designed a compulscry 
social insurance for the purpose of the continuation cf the 
progran, for each group of people in the society:the 
civilian servants, the military personnel, and those who 
don't work for the gcvernmernt. 

In ccufarison with the social security program in the 
United States which covers various other kinds of benefit 
catagcries such as, the social insurance, public assistance, 
and welfare  prcgrarms, the social insurance program in 
Indonesia today Covers only the first Catagory just 
menticned. 
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B. SCCIAL INSURANCE FOB THE MILITARY PERSONNEL IN INDONESIA 
1. €consideratiors and Missions 


Scme of the important consideration in estatlisning 
PERUM ASABEI separate from PERUM TASPEN are as follows: 

a. The syster will guarantee better management and 
contrcl (military way) so that they could provide Letter 
Lenefits and faster service to the beneficiaries, since most 
or the key positicns could be assumed by ex-military 
personnel, who undouktedly still possess their own interest, 
furthermcre , the company's pclicy could still be controlled 
Ly the Departnent of refense. This is an important feature 
in accordance with the policy of giving better soldier 
welfare and maintaining high morale. 

E. The System will provide a prospective opportunity 
for the retired military personnel wno would like to take 
the job in this compary with all its side activities. 

The main missions of PERUM ASABRI are: 

a. to pay all the benefits claim to the members or 
the survivcrs as soon the benefit is claimed as possible. 

L. to prepare and assess an actuarial calcuiaticn to 
determine the feasible amount of benefits according tc its 
current financial ability. 

C. to manage the contribution funds being collected 
from members in such a vay as to providing ever-increasing 


amourts cf tenefits rcssible. 


2. Ihe Actuarial Calculation 





The actuarial calculation for a social insurance 
program can be determined using two diíferent approaches, 
namely: 

a. The prospective approach which, based on the 


existing fund, determines the kinds and amount of the 
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tenefits which will Le given to therpenersrcyua rr sss s s: 
future. 

te Ihe retrospective approach, which is to determine 
in advance the kinds and amount of the benefits to Le given 
in the future, from which a calculation is derived tc find 
the necessary amount of fund that should be provided in the 
present time. 

FERUM ASABRI is using the prospective approach 
Lecause it is considered safe and Simple. In this relation 
the amount cf the benefits which can be given to the current 
members as well as the future ones mainly depends upon the 
amount of funds which can ke provided at present for that 
purpose. Eecause ci this adopted approach, Providing 
generous funds at present becomes one of the most igpertant 
program for the compary. [ Ref. 14] 

Ihe government regulation states that the membership 
for FERUM  ASABRI is compulsory or ali military perscnnel 
and civilian working in DOD, while the contribution is regu- 
lated by the Presidential Decision No 56, 1974, which states 
that 10% cf the gross salary should be contributed to the 
program to be distrikuted as follows: [Ref. 15] 

ae 4.75% for retirement insurance 

bk. 2.00% for health insurance 


C. 3.25% Lor social insurance 


This contribution is withheld and transfered into PERUM 
ASABRI. In practice since 1976 PERUM  ASABRI has always 
received in advance the money from DOD, as large as 3.25% of 
80% from the approved personnel payroll budget, for each of 
the inconing budget year. This is based on past experience, 
that the budget profcsal by DOD is always higher than the 
actual payrcll, so tke rest will be reconciled at the end of 
the Ludget year based on the real personnel payroll. It does 
not mean that the rest is always 20% of the approved payrcll 
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BR Cto rest of the time it is zero. j Ref. 16] This finan- 
cial arrangement, thcugh, is considered very favorakle for 
the ccmpany, Since they can develop the fund vastiy in what- 
ever way they decide. With a secure inflow like that, the 
company car set a program and manage tne unused funds in the 
most cptinal manner, and in the most profitable and secure 
way pcssible. 

Considering that the members contribute 3.25% fron 
mero grese edlary every adonth, within 30 months they will 
have paid a contribution as large as 100% of the monthly 
gross salary. Assuming other things remain constant, namely 
no changes in pay rate and the contribution, in every ctrer 
30 months the benefits scale should be fairly increased by 
at least one month of take home pay, even if the interest 


factor were ignored. 


tas 


- dhe Current Investment Policy 


ae The Sources of the Investment Funds 
1) The sources of the funds available to be invested 
are the cortribution from the members collected through DCD, 
in additicn to the returns from existing investment. 
2) The amount of the contribution received from the 
members are: 
a) 1.25% of gross pay, when ASABRI was first 
estatlisted in 1971. 
t) 3.25% of gross pay, since 1975 


b. Ihe Principles of Investment Policy 
1) From the time PERUM ASABRI was established, they 
have tc kear obligation to pay the benefits to the members 
who have retired since August 1, 1971 and to those who 
retired Lefore then kut have not received the benefits from 
PERUM TASPEN. 
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2) Upon its establishment, the funds being acquired 

by PERUM ASABRI amounted to Rp.339.824.908,54 consisting of: 
a) The cash value from PERUM IASPEN 

= Rp.109.824. 963,54 


L) Appropriations from Directorate General of 


Budgetting = Rpa230 WUYE GO TUO 
Iotal - Rp.339 82089966723 
3) Considering the limited amount of funds that 


could be accumulated at that time relative to the oLliga- 
tions to be fulfilled, from the early days the investment 
policy was directed toward the investment type that can meet 
the fcllcwing corditicns: 

a) Quick yielding investment, meaning a shcrt 
term investrent 

EJ ALA aes, meaning that the investment can be 
transfered to monetary form instantly 

C) Low possible risk 

d) Giving return of investment at least to cover 


its crerating exrenses. 


4) The ccupary avoids the sort of investment Learing 
speculative factors. On the other hand, they realize that 
such prefered investment with those prime ygualificaticns 
would ke limited in existence and giving a lower return 


compared to some riskier type of investment. 


5) In a further develcpment, the investment pclicy 
should be in accordance with the directions designated by 
the Financial Minister's Decision No.351/MK/IV/1975 dated 
April 7, 1975 regarding the funds to be invested by the iife 
insurance ccmpany in Indonesia, which can be planted only in 
the field of: [Ref. 17] | 

a) Time Derosits 
t) Land and Building 
c) Mortgage 
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€) Bonds ard Securities. 


Nevertneless, the principle policy on ihvestnent 
being afplied so far is the safety of tne investment itself, 
because all the funds being invested along with all their 
returns kelcng to the members, which should be paid back at 


ta ter tipesadS a benefits scheme. 


c. Based on the above arguments, the forms and tyres 
c£ investment currently being applied are: 

1) “he time eposit becomes the type of investment 
being widely applied since the early times, because this is 
the cnly type that meet both requirement uenticned in 
subsecticn 3.b.3) and 5). 

z) Guided by the Financiaa Minister's Decision, the 
mortgage loan transaction sporadically had been applied with 
the third parties, where PERUM ASABRI could obtain fixed 
returrs which were higher compared with the time deposits 
rate available at that time. 

3) Eesides thcse discussed above, investment in the 
form cf kuying lands was also made. Land investment dces'nt 
give mcnthly returns, but the ever increasing land price 
gives the ;romise of a one-time big profit whenever teing 
resold at a later tire. 

4) Statecing in mid 1978, investment prograr in 
Luying prcmissor jy notes which were issued by monetary insti- 
tuticns cther than tanks were developed with the following 
consideraticns: 3; 

a) The prcmissory notes' rate of interest is 
higher tkan the time deposits. 

E) The characteristics of the time deposits can 
Le found in promissory notes. 

C) The prcmissory notes can meet the shcrt term 
liquidity demand, since the period of time can be arranged 


Letween a week and three months. 
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£) In accordance with the issuance of the Finarcial 
Minister's Decision Nc 313/M4MK/VII/1979 dated July 13, 1979 
whereas PERUM ASABRI was stated as a legal entity eligirle 
as a purchaser in the stock market, the company had tried to 
diversify its funds through the stock market starting in 
December 1979 with the following considerations: 

a) Adapting the principle of spreading the risk 
in investment. 

t) Buying stocks, tesides earning dividend, also 
gives the opportunity for hedginy against inflation because 
cf the pcssibility in capital cain whenever being rescld. 

c) The government regulation related to the stock 
market tends to protect tne investors' interest, so that 
investing funds through stock market is fairly safe. 

As a follow up of investing funds through the stock 
market PERUM ASAERI has been purchasing and reselling stocks 
of the ccmpanies having gone public. At tne present time, in 
addition tc stocks, the certificate of PT.DANAREKSA and 
Londs issued by the government-owned companies or joint 
private and government company are also available in the 


market. 


u. The Investment Returns 


HEP e ED q q = 2 SS E En 


a. Rate of Return. 

The investment returns which could be acquired by 
PERUM ASABEI from the above mentioned investments were Lasi- 
cally determined by the rate of returns provided by the 
related investment outlets. In other words, the rate of 
returns that can be cbtained is given, meaning that FERUM 
ASABRI and cther investors in general can not influence the 
rate because the rate mechanism is determined mainly by tke 
government through its official banks. 
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b. Time Deposits Offered by Government and Private 
National Barks. 
1) From the time FEBUM  ASABRI was established in 
1971 until May 1983, the rate of interest fror time deposits 
in government banks had declined drastically as shown in 
Table: II . 


| TABLE II 
Ihe Rate o£ Interest of tne Government Banks 


| Deposit Period 1971 12-28-74 oe Until May 83 
1 


ZU Months 301 24% 18% 2% 
18€ Mcnths 244 21% = = 
12 Mcnths 1€% 15% 12% 9% | 
€ Mcnths 15% 124 9% 6% | 
| 3 Mcnths 124 9% 6% 7 | 
Nana”? j 


After the new banking policy was announced on May 
31, 1983, the deposit rate of interest at the government 
tanks tended to follcw the deposit rate of interest at the 
private national banks. To what extend this tendency would 
go can nct te anticipated. In fact, until about the middle 
cf 1576 PEEUM ASABRI could not enjoy the high rate of 
interest frcm the tine deposit of 18 and 24 months, because 
the funds available at that time could only be deposited for 
the naxinun pericd of 12 months. Tnis was because of the 
follcwing reasons: 
- The contributicrs were transfered from DOD conce in 
three months, and scretimes even delayed, which means most 
of the funds could be only possible deposited for the period 
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of 3 to 12 months ccrsidering they should be acting as the 
liquidity bumper for the vacant montas. 

- With the contrirution of only 1.255 from the take-hone 
pay, the funds being gathered was relatively small, so that 
almost impossible to deposit them in period of more taan 12 
months. Accordingly the rate of interest being enjoyed 


Letween 1971-1975 was between 94-185» per year. 


2) In accordance with the letter of the Chief of 
staff, DOL for Aduinistration No  B/550/iI/I/SMIN dated 
february 6, 1981 to make a trial investment for the funds in 
Lonafide private naticnal banks, PERUM ASABRI was encouraged 
to deposit its funds in selected private national banks. 
The interest rate in private national banks between 1980 and 
1983 was stable enough, varying between 18%4-18.5% for the 
deposit period of 12 months. This interest was more atrac- 
tive ccnrared with tle rate in the government banks bearing 


cnly Sž for the similar period of deposit. 


| C. Ihe Rate of Interest cf Promissory Notes. 

The utilization o£ the funds through fromisscry 
notes and non banking institution began from middle c£ 1978. 
The interest rate of [romissory notes sometimes bear a wide 
fluctuation, because they form as an instrument in money 
market fcr the short period of tige, for the maximum of six 
months. Accordingly the interest rate was determined at the 
time the notes were purchased using existing market-rate. 

Nevertheless, within the last three years, until 
March 19€3 (just befcre the rupiah devaluation) the average 
interest rate of promissory notes varied between 17%-19% for 
the three month-pericd. This means that until March 1983, 
the interest rate of promissory notes was much higher than 
the interest on those provided by the private national 
ranks. Considering the characteristics of promissory notes 


as a short period outlet, the utilization or funds through 
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this instrument will also meet the very short liyuidity 


demand. 


d. Securities. 
1) Marketable Securities. Income from tne posses- 

sion cá securities kncwn as dividend usually ccurred twice a 
year. Ile amount of the dividend is not fixed, depending 
upon: 

= the amcunt or prcrit being obtained by related corpora- 
tion- 

= the ray-out ratio, the corporate policy in determining 
the pertion of net income distributed to the shareholders as 
dividend. 
This is fully understandable, since each company has 
different pclicy in planning their future program. 


A X | | 


TABLE III 
The Rate cf Dividend given by 13 Corporations 


fi: li a 


Semen Cibinong 

F.T. Centex 

F.A.T. Indonesia 
Tificc 

Richardson Vicks Indonesia 
Good Year Indonesia 
Merck Indcresia 
Unilever Indonesia 
Multi Bintang 

Eata 

Unitex 

Eayer Indcresia 
Sucaco 


Wawas O li —————— E M €  — lu - (Juma 
48045949 jl j j jl 10114111 
ado do wech ëch ae a m anb INO a — N) sëch 
= ji) ODOL OJO Gaji UN4- 
o e à& à a e 8 e ü eo eo e . 
GS OO CO OOO -J0co £ 4C -J«o 
d NOL E -JtoCco4- er 4 (nc, 
3838 38 38 22 394 29M 30 29 34 29 29 


The yearly average rate of dividends given by the 13 
different  corporaticns which already went public are as 
shown in Takle III . 
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Those percentages of course, would be smaller if the shares 
were bought from seccndary market, Since the secondary 
rarket usually offered a higher price compared with the 
primary market. As a result, in addition to that tenefit, 
if they sold these marketable securities through the seccn- 
dary market, they wculd obtain capital gains, that is the 
positive difference between the purchasing price and the 
selling frice. ai 

2) Ihe certificate of ET DANAREKSA. PT DÀNAREKSA is 
a governient owned ccupany based on Government nRegulaticn No 
25, 1576 and the Presidential Decision No 52, 1976 with its 
missicn of purchasing marketable securities or the coing 
public ccrfpcraticn ficm the primary market for the purpose 
of making profit and stimulating the capital market, and 
later selling certificates to pubiic so that the public 
could also enjoy the distributed profit being obtained. 

The certificate of FI DANAREKSA consists of two 
kinds: 

- Certificates which are supported by single 
corporation securities, such as the certificate for FI SEMEN 
CIBINCNG securities, cr certificate for PT B.A.T. etc. 

- Certificates which are supported by multigle 
corpcration securities or prcmissory notes. 

Ihe certificate of PT LANAREKSA appears to be a very 
liquic outlet of investment, since PT DANAREKSA guarantees 
to refurchase those certificate anytime, which in practice 
can be done either ky PT DANAREKSA or the government kanks 
as its agents, with the price peing announced every week 
with the warranty of at least as its nominal price. Until 
now each series of the certificate gives the dividend of Z x 
Rp.90C, cr Kp.1800, a year, which means bearing an interest 
rate cf 18% from its rominal price. 
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e. Bonds. 

Since Ferruary 1983 the Indonesian capital market 
has been crowded by the bond emission of PT JASA MARGA, 
followed by tne bonds of BAPINDO in March 1983 and the Fonds 
c£ PT PAEAN SEJAHTERA in June 1983. Different from securi- 
ties that provide varying amount of dividend, bonds give a 
fixed interest until their maturity date. Ail above 
menticned bonds have a 5-year period with a similar fixed 


interest of 15.5% a year. 


f. Other outlets. 
The developmert of funds through mortgage and credit 
loan being done so far has been giving interest rate as it 


is applicable in the spot market, i.e around 18543 a year. 


5. The Compositicn of the 


- ——romzi «ll «ie E we mm O“ aaa 


invested Funds 


Until 1977, about 90% of the invested funds were ia 
the form of time depcsits at government banks. Only a small 
porticn were invested on land and mortgage with a third 
bart y. 

Since the middle of 1978, investment in promissory 
notes started. Since the end of 1979, investment in capital 
marxet begun. And since 1981, until September 1982, the 
investment in time deposits through the private national 
tanks was also being done. 

From the compositicn of the invested funds since 
19575 until ov, it can be observed that time deposits are 
the majcr dcminant investing outlet of PERUM ASABRI. From 
the overall outlook, almost 97% trom all the investitle 
funds were planted in the form of current investment, i.e 
time depcsits, promissory notes, marketable securities, and 
mortgage with the third party. 
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The investment conpcsition as is shown in Table IV 
is the ccmpany's implementaticn of the Financial Minister's 
Lecisicn Nc 351, 1975 with the consideration that: 

ae Time deposits give monthly interest within a 
relatively long pericd (more than 12 months), so the funds 
not distributed can ke deposited in this form, providing the 
safest way cf investment. 

ps Promisscry notes being applied are the nost 
current concession besides giving a relatively high 
interest. 

c. Marketable securities perform a flexible invest- 
ment, because they car be used as Short, medium, as well as 
long terr investment, depending on the existing econonic 


Situaticn. 
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hith the sort of investment as mentioned above, the 
positicn of the invested funds and its returns every year 
can ke seen in Table V from which one can observe the posi- 
tion cf the funds sirce its inception: ( omit year 1971) 
- The invested funds have increased 37 times 


- The investment returns have increased 55 times. 


As a public enterprise, PERUM ASABRI should be managed with 
business principles, meaning that all expenses should be 
covered Ly its income, or, in other words, no deficit snould 
GECUL 

From Table V one can analyze that the returns on 
investmert done by PERUM ASABRI, from the year of its estab- 
lishment, has always been increasing in amount, along with 
the increase of the investible fund. This was made possirle 
by tbe facto that) tre expenditures (benefits and non 
benefits) have always been lower than the collected ccntri- 
butions frcr the memters. The difference, together with the 
returns of existing investment, can be accumulated, 
resulting in an ever increasing invested funds. 

It can also Le observed that the benefits being paid 
each year is always lower than the contributions keing 
recelved. This means that the existing actuarial calculation 
has Leen done very conservatively, because in a sccial 
insurance principles, a strong establisned funds should be 
created in early years, in order to be able to meet its lcng 
range obligation, which certainly will always be growing. 

Ihe percentage of the benefits payment to the 
contrituticn received from 1979 until 1982 was always 
decreasing. This indicates that the benefit tables should be 
reassessed. 
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C. TEE EENEFIT SCHEMES 
1. The Type of Eenefits 


The types? of benefits provided by PERUM  ASAERI 
consist cf: 

a. Lump-sum payment benefit ( Table VI) 

I. Cash value benefit ( Table VII and VIII ) 

c. Death risk benefit ( Table IX) 

de Eurial compensation ( Table X) 


2. dhe Rights of the Beneficiaries. 


a. Those merkers of the military personnel and the 
Civilian personnel of DOD who leave with the right of 
retirement dated Since August 1, 1971 or thereafter, will be 
given the lump-sum payment tenefit. 

k. For those members who terminate the employment 
Lecause cf death within their active duties Since August 1, 
1971 cr thereafter, their survivors will receive: 

1) Death risk benefit 


2) Cash value benefit 


C. Those merkers enrolled as civilian of DOD as of 
July 1, 1975 or befcre, having reached the maximum year of 
enrollment upon which its time of retirement will te less 
than 12 years of mentership, wiil be given the cash value 
benefit. 

d. Those members who terminate employment without 
the right cf retirement plan nor because of death in active 
duties, cated August 1, 1971 or thereafter, will receive the 
cash value tenefit. 


vW s. s. s «a AG «xy_  ./ AAA A m 


21he main sources of this section is: 'Petunjux untuk 
Mendafatxan Santunan ASABRI* (Ref. 
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Iunp-Sum Paynent Benefit (Table VI): 


Since PERUM  ASABRI was established, the lump-sum 
payment Lenefit has teen reassessed rive times to meet a 
higher compensation cf the members being retired from the 
service. 

At tne early stages, FERUM ASABRI differentiated the 
amount according to the groups. When it was established, the 
amount of Rp.24.000, was used as the basic calculation: 

1 x Rp.24.00C, for the Enlistednmen 


2 x Rp.24.000, for the Petty Officer 
232 x Rp.24.00C, for the Junior Officer 
4 x Rp-28.000, for the Senior Officer 
S x BRp.24.00C, for the Flag Officer 


later the basic calculation for the amount is the 
last grcss pay, based on the payscale which is already 
differentiated according to the ranks or groups. Sc if the 
payscale is well accepted, then the amount is determined by 


multiplying it with a certain number. 
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This benefit is designed for those who: 


1. Terminate werk from the service without having the 
Fight ci retirement plan. 
ze Terminate work because of death while in active 
duty. 

Reassessment Lave been made many times to meet the 
fair value of the benefit for the members terminating fron 
the service. The reassessment is also important to te in 
harmony with the change being made for the lump-sum payment 
Lenefit. 

Some variables in the formula are being used tc make 
a reasonalle calculation. Those are: 

a= the annuity, the amount of contribution teing 


paid 


l< 
II 


the age of member when assumed the membershif 


the contribution period being done 

m = the pericd between x and the minimal age of 
having tke right cf retirement plan according to each 
renber's group in rark. 
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This table shows the development of tnae company's 
policy in providing the Death Risk Insurance and the Burial 
Conpensation Benefits. 

- Formeriy, shen a member died, the dependent will 
obtain DRI and BCB at the amount for tne respective rank, in 
the table. The death could happen either within his active 
or retirement period. 

- Later, since 1 April, 1977 the Death Risk 
Insurance Eenefit was only given to the member who died 
Lefore terminate from work. DRI is combined with the Cash 
Value Benefit. 

The Burial Ccmpensation Benefit then is given to 
members who died in his retirement status (Table X). Hence, 
this program is given conbinedly with the lump-sum payment 
tenef1t, which is given to the members who are survival and 


get retired. 
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EE EE ro our discussiom" of the .financial 
position of PERUM ASAERI, and all benefits provided by the 
company, the analyses of the benerit system will depart fron 
those abcve discussicn. The next chapter will introduce tne 
present value model as a method to be used for calculating 
the contrikution paid and the benefits received by the 
members. 
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IV. THE PRESENT VALUE 


A. ASSUMPTIONS 


Sccial change will to some extent unavoidably nullify 
the theory or analyses made with regard to a static situ- 
ation. The insurance program under examination emtraces a 
length of time and scciai change may influence what are at 
cne point fitted conclusions. For that reason some assunp 
tions should be made in analyzing the social insurance 
syster as it presently exists. 

1. It is assumed that the payscale will not change. 
Although in reality there will be some change in fayscale 
due tc a fluid econcuic conditions, such changes will be 
reflected in the contributions and benefits proporticnally. 
Furthermcre tne chances in payscale can not be anticipated 
in advance, so a calcuiation can not be made withcut this 
assunpticn. 

2. It is assumed that the payscale being applied rcw is 
considered fair and is fully accepted by tne members. It 
means that each group on the payscale has no complaint abcut 
the scale as a merit system. It is also assumed that the 
policy maker believes the same and that no significant 
change will happen in the rerit system. This is important 
because the basic benefit caiculation being used Ly PERUM 
ASABRI is the current payscale. The reason for using a pays- 
cale reasure to determine the benefit amount rather than 
using a fixed monetary amount is to avoid the inflationary 
effect which will harm the value of benefit, if a fixed 
monetary amcunt is being used. | 

3- It is assumed that tne interest rate in Indonesia is 
12%. Although the real interest rate of the government 
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banks varies arcund 12% while the interest rate for the 
saving acccunt in commercial kanks is about 18%, the sccial 
insurance [rogram is not a pure saving program. For tne 
Sake cf this analyses, the interest rate of 12% as was 
cifered by the government banks for period of 24  ucnths 
(Table I1) is being applied for the whole period of calcula- 
tion: 


E. SIMEIIFICATIONS 


1. Which Benefit is the Object of Analyses? Since there 
are fcur kind of benefits provided by PERUM  ASABRI, it is 
important to reduce and limit the scope Ly choosing a 
specific Lenefit as tte object of analyses. The main issue 
is what will happen tc the memters later on as far as their 


insurance frograz is ccncerned? 


a. Members may die during their active duties. In 
this case FERUM ASABRI would provide them with: 
1) Cash Value Benefit (Table Vii and VIII) 
2) Death Risk Benefit (Table IX) 


L. Members prcktably would survive and retired after a 
certain length of time in the service. In this case FERUM 
ASABRI wculd provide them with: 

1) ZLump-Sur Payment Benefit (Table VI),  upcn tne 
retiremert Cate. f 

2) Burial Compensation (Table X), when they die 
after retirement. 


c. Members may resign or quit from the service before 
earning the right of retirement plan and, according tc the 
insurance's chapter, PERUM ASABRI would provide them with 
cash value tenefit. Those memters who resign from the nili- 


tary are not significant in number because if they resign 


SE 


before they are ertitied tc retirement benefit, their 
service wili be meaningless for their pension plan. Members 
who resign are probatly do so for the following reasons: 

1) Do not fit into the military e 

2) Commit a crime resultiny in heavy discipline 

3) Unsatisfied with their current assignment or 


Career. 


Whatever the reason cf their resignation, tnose members will 
cbtain cash value benefit. The amount is calculated kased on 
the ccntribution paid to the company during their tire spent 


in the service. 


Since the calculation of the cash value benefit given to 
the members who died or resign from the service is Lased 
Mainly cn the length of their contribution payment, the 
Lenefit takes the term of a saving program to compensate 
them for the discontinuity of the progran. Therefore the 
amount of cash value benefit given to beneficiaries is equal 
to the value of the members savings until that time. This 
fact does not affect the formula being used in caiculating 
the cash value benefit and therefore does not influence the 
fairness consideraticn. 

The death risk  renefit given to members who died while 
in active duties is really the benefit yiven away Ly PERUM 
ASABRI. This is the reai risk born by the company. The 
higher tke amount of death risk benefit, the better it will 
Le for the survivor. A significant amount of this Lenefit 
will ke a real help for the survivors. On the other hand, 
the higher the amount of death risk benefit, the heavier the 
Lurden  Lteing carried by the company. Since death risk 
benefit is a give away benefit, it is unreasonakle for 
Members to argue the fairness of this benefit. This study 
again will assume the death risk benefit is suificiently 


fair, except that the company differentiates the benefit 
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multiplier for the different scale groups. As the payscale 
is already differentiated among the groups, it is rot neces- 
sary to differentiate the multiplier on the death risk 
Eenefit. 

The luzp-sum payment benefit, combined with burial 
compensation, will be received by most of the members cf the 
program, since the survivcr and retired members are tne 
largest beneficiaries of this insurance progran. Every 
nenber expects to survive and retire. These individuals 
represent tne vast majority o£ plan members. Therefore the 
focal analysis of this thesis will be on the calculaticn o£ 
the lurp-sum payment benefit and the burial compensation. 
That is related with the function of PERUM ASABRI AS the 


Saving insurance progran. 


Z. For the purpose of simplification, the inflation rate 
wili net be considered in this calculation. Although this 
Simplification will favor the company, the idea Leing used 
are as fcllcws: 

a. Part of the inflation has been covered by the 
interest rate being used. 

[A oe inrIlation will be hedged by tne 
increase of payscale, which is assumed to be unchanged for 


the reascn given abcve. 


For these reasons the inflation rate, which in fact reached 
S.74 in Indonesia in 1982, should be excluded from the 
calculaticn. 

i. Members will ke in the service between 20 years and 
32 years for officers, and Letween 20 years and 28 years for 
the enlisted and petty officers. This simplification is made 
tased on the minimal and maximum ages for the military 
retiremert plan, which will draw the most population lying 
Letween those ranges. 
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4. Iromotion will basically follow the normal racc 
career, where in this study members are grouped as fast, 
mediun and slow promoted personnels during their career, so 
that a certain pay/prcmotion for members can be plotted and 
Calculated easily. The factual discrepancy will not nullify 
the result tecause aluost all career will lie in between the 
slow and the fast prorotion plans. 

5. The analysis will use the base pay, instead of the 
gross pay, in its calculation. Hence the marital status o£ 
the members is ignored. In reality, almost 100% of male 
military personnel get married during their career, while 
some of the female military personnel stay single. The 
spouse allowance is 5% of the base pay, while children 
(maxitum oí three) will get allowance of 2.5% each. The 
increase in take hciue pay as a result of marriage will 
increase proportionally the ccntribution paid, and later the 
amount of the benefits received. Therefore, marital status 
can Le icnored in the model. 

6. Although the life expectancy in Indonesia is 48 
years, [Ref. 19] it is assumed that, on the average, 
Indonesian military  jersonnel will die in 10 years after 
retirement and the dependent will obtain the burial conpen- 


Saticn. 


Cae TEE MODEL 


Based on the above mentioned assumptions and simplifica- 
tions, a model of a member of PERUM ASABRI having the obli- 
gation of paying contribution and the right of receiving 
Lenefits can be understood as follows: 


JKeputusan  MENHANKAM/PANGAB No: KEPZATCO/ZTIITUB E 
23-Pekruari-1972 tentang Pokck-Pokok Pembinaan Personil 
Sukarela Angkatan Bersenjata Republik Indonesia. [Ref. 18] 


DIE 


i. A person enrclls in the military service on January 
We ar 0. 

Ze He will autcrzatically become the member of  EERUA 
ASABRI, and pay the contribution through his salary with- 
holding ( 3.25% * grcss pay every month). 

i. He will stay in the service long enough to receive 
his retirement benefit. 

4. ‘Within his career he will get some promotion which 
will influence his pay scale: 

a. Rank promotion. 
b. Fayscale prcmotion. 

5. The monthly payment of contribution will be ccunted 
lack to January 1, each year using the monthly annuity aue, 
Lecause the payment is made in advance, with the interest 
rate cf 12%, to find the yearly payment. The annuity due 
factor is then = 11.3€8 

6. Those yearly payment will be adjusted tc their 
present value, using the present value factor with a 12% 
interest rate. The accumulation will be added to find the 
present value of the contribution on January 1, Year 0. 

7]. Ey the end of his service, he will terminate his 
contributicn and will obtain the lump-sum payment benefit 
which is 5 x last gicss pay. (Ihe base pay will be used 
instead). The benefit will be adjusted to its present 
value, usirg the present value factor with 12% interest 
rate, tc find the ¡present value of the lump-sum payment 
Lenefit cn January 1, Year 0. 

8. later on he will die, and his dependent will receive 
the burial compensaticn of Rp.90.000, This amount will be 
disccunted to its present value, using the present value 
factor with 12% interest rate, to find the present value of 
the burial conpensation on January 1, Year 0. 

9. The present value of the lump-sum payment renefit, 


combined with the present value of the burial compensation, 
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will ther be compared wita the present value of the contri- 


buticn payment on January 1, Year 0. A key questicn to be 
examined is whether the two numbers match. If. noto WD IC 
one is higher? Table XI shows how the present value method 


is being used in this analysis. 
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V. THE DSE OF THE PBESEN 


VALU 


MODEL 
In this chapter the model will be applied to a menter's 


contritutions and berefits to evaluate its fairness. 


A. TEE CAREER PATTEES 


In order to make a comparison between the present value 
c£ ccntribution paid and the present value of  Etenerits 
received by a member, a sample of one person joining the 
service is designed. A Career pattern of a hypothetical 
officer will be exposed as an example as foliows: 

- Anycne wishing tc become an officer should pass through 
one of the cfficer training programs, such as the Indonesian 
Armed Forces Acadeny. 

- Upen ccmpletion cf that training, he will be commis- 
Sioned as a 2nd Lieutenant with 0 year base pay. | 

- During his career he will follow a promoticn pattern 
(table XII) based on the Minister of Defense Decree No: KEP/A 
06/11/1972 dated February-23-1972. 

- Eased on this pattern and payscale, one can describe the 
pay/prcacticn pattern of an oíficer as follows: 


- Table XIII = The ray/Promotion pattern for a Slow Career 


errucer: 

- Takle XIV = The Pay/Promotion pattern for a Mediun 
Career Officer. 

- Table XV = The Fay/Promotion pattern for a Fast Career 
Cfficer. 


In reality the pattern may vary with so many possitili- 
ties. However, in the average, these patterns capture the 
essence cf fay/promotion pattern of a vast majority cf mili- 
tary cfficers in Indcnesia. 
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IU T P EREBSENT VALUE OF THE CCNTRIBUTIONS. 


Eased on tnose pay/promoticn tables for slow, medium and 
fast career officers, we can calculate the contriruticns 
that he would pay during his military career as shown in the 
follcwing tables: 

- Table XVI : The Eresent Value of Contributions made by 
Slow Career Officers. 

- Table XVII : The Present Value of Contributions made by 
Mediur Career Officers. 

- Table XVIII : The Present Value of Contributions made by 
Fast Career Officers. 


Fer each of these tables, the calculations are as 
follcus: 

Ccluan 1, 2, and 3 are derived fron the related pay/ 
promcticn pattern tatles. 

SET EE paid monthly, i.¢e., 3.25% * 
fase pay of the year in each respective rank/payscale. 

Cclurn 5 is tte present value of monthly payment, 
discounted rack to tbe value cn January 1 of each year to 
find the yearly payment, using annuity due factor 11.3€f8. 

Ccluzn 6 is the present value factor using 12% interest 
rate Leing assumed. 

Column 7 is the present value of yearly payment (cclunn 
5), disccunted back tc the value on January 1, Year 0. 

Cclumn 8 is the cumulative present value or ccntritru- 
tions paid after a certain numker of years in the service, 
disccunted kack to tte value cp January 1, Year 0. 

Using this table, the present value of the contrirution 
paid cr January 1, Year 0 and all the related calculation 
can be seen for a member after any period of time in the 


service. 
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C: MIKE FRESENT VALUE OF THE BENEFITS. 


Since the focal analysis of this thesis is concerning 
those snc wculd survive the military career and earn retire- 
ment benefit, we must analyze the following benefits: 

1. the lump-sum payment benefit, Jjiven upon the memnrer*'s 
retirement. 

2 the burial compensation benefit, given upon the 
member's death (which in this analysis is assumed to te 10 
years after the retirement date). 

AS tbe earliest retirement time for members is assured 
to ke 20 years after enrcllment in the military, the 
benefits tarles are developed as follows: 

= Takle XI: The Present Value of Benefits for Slow 
Career Cfficers. 

~ Table XX : The Present Value of Benefits for Medium 
Career Officers. 

= Table XXI : The Present Value of Benefits fcr Fast 


Career Officers. 


Fcr each of these tables, the calculations are as 
follcws: 

Cclumn 1, 2, and 3 are derived from the related pay/ 
promoticn pattern talles. 

Cclunn 4 is the lump-sum payment benefit, 5 times of the 
last year's monthly rase pay. 

Ccluzmn 5 is the present value factor using 12% interest 
rate being assumed. 

Ccluan 6 is the present value of the lump-sum fayment 
Lenefit (column 4) discounted to the value on January 1, 
Year C. 

Cclumn 7 is the present value factor for the burial 
compensation, using 12% interest rate. 

Cclumn € is the present value of the burial compensation 
tenefit (Kp.90.000,). discounted to the value on January 1, 
Year C. 
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Column 9 is the ccmbined present value benefits of both 
the iump-sur payment and the Lurial compensation, disccunted 
to the value on January 1, Year 0. 

Using this table, the present value of the benefits to 
Le received by a survivor, as discounted to January 1, Year 


0 can te orserved. 
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D.e. THE CCMEARISON OF THE P.V.OF CONTRIBUTIONS AND BENEFIIS. 


Frcm the figures cf the present value of contributicns 
(Table XVI, XVII, and LTL) and the present value for 
tenefits (Table XIX, XX, and XXI), a comparison can ke made 
Ly a menter of PERUM ASABRI or any decision maker in evalu- 
ating tte fairness cf the contributions/benefits ratio. 
Table XXII shows the comparison between those figures and 
the ratic tetween the benefits and the contributicns for 
slow, medium and fast career officers. 

It can Le analyzed as fcllows: 

1. The present value of Frenefits a member will receive 
is very lcw compared with the present value of contributions 
paid Ly that member. 

ze There is no significant differences in the ratio of 
the benefits and the contributions among the slow, medium 
and fast career officer. 

3. The longer a member stays in the service, the smaller 
the present value of tenefits he would obtain. The longer a 
member stays in the service the laryer the present value of 
contributions he would pay. Hence, the longer a menter 
serves in the service, the smaller the ratio of the renefits 
and contributions in the present vaiue calculaticn. This 
evidence shows that the lump-sum payment benefit scheme 
using a constant multiplier being applied (in this case 5) 
is not in line with the merit system, where the longer a 
member stays in the service, the higher the benefit he would 
obtained. 

The idea discussed in Chapter III that in every 30 
months a member will ray an additional of one month gross 
Fay, will ke taken into consideration for further analyses. 
It seems that multiplier for the lump-sum payment benefit 
Should be on based cf a graduated scale according tc the 


length of service. A base of multiplier to be used in a new 


11 


lump-sum payment should be created. As an example, assune 
the current benefit scale will be applicable to menters who 
retired after 20 years in the service, we may increase the 
multiplier for additicnal years of service, such as 12/30 * 
gross pay = 0.480 grcss pay. Because or the 12% interest 
rate beirg considered in this calculation, a rounded up of 
0.50 gross pay is suggested to be added to this new lump-sum 
payment tenefit for every additional year. It means if a 
member retires after z1 years in the service, he will get a 
lump-sum payment of 5.5 * grcss pay. 
After 22 years he will get 6.00 * jross pay. 
After 23 years he wili get 6.50 * gross pay, and so on. 

Using this formula, new present value benefits tables 
can be created as follows: 

Table XXIII : The New P.V. Benefits for Slow Career 
Cfficers. 

Table XXIV : The New P.V. Benefits for Medium Career 
Cfficers. 

Table XXV : The New  P.V. Benefits for Fast Career 
Cfficers. 


By using tables of F.V. Contributions constructed earlier 
(Table XVI, XVII, and XVIII), we can combine those data and 
create a new ratio table (Table XXVI) to see what will the 
ratic lock iike after the adjusiment. The new ratio of 
present value of benefits and contributions are still 
decreasirg from year to year, but it appears to be much 
better and more reascnable for the members in the insurance 
program. 
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VI. CONCIUSIONS AND RECOMMENDATIONS. 





The critical resuit of this study can be summarized as 
Bollcws: 

1. It can be observed that from the company's financial 
point of view (Table V), PERUM ASABRI clearly has a stable, 
growing and promising financial condition. As far as the 
governmert continue tc regulate the membership contrikuticn, 
the ccmpany wili have a guaranteed source of income and will 
never go Lankrupt. The future of the company's financial 
conditiors will ke at least as good as it is now if they can 
Maintain their careful investment policy as it is applied 
mo. 

2. PERUM ASAERI dces not have significant future ckliga- 
tions, since the kind cf benefits provided by the company is 
a single payment type benefit wherein no further obligation 
exists Letween the company and the members after each 
lump-sum claim is paid, except the burial compensaticn which 
is prcvided upon their death. All of those obligations, 
though, can be treated as a single year obligaticn. This 
differs from the Social Security program where a continucus 
payment is incurred monthly to the old age members until 
their death, hence become a burden of its accuzulating 
future crligations. 

3. The present value of the cumulative contributions 
paid is much greater than the present value of the Ltenerits 
to be obtained by a member who survives and retires fren the 
Military service. Because of this significant discrepency 
the amcunt of the benefits Should be reassessed and 
adjusted. 

4. The longer a member stays in the service the smaller 


the present value of tenefits he would obtain, on the cther 


CD 
la) 


hand, the larger the present value o£ contribution he would 
pay, and therefore the smaller the ratio of the benefits and 
contributions would te. Fror the standpoint of a merit 
system, this kind of Lenefit scheme is not a fair situaticn. 
A new formula shculd te designed for a better system. 

c. The use of the last gross monthly pay as the basis of 
benefit calculation is a logical one, since tne gress ;ay is 
part cf the merit systen. The benefit using a fixed amount 
cf money will need a freguent adjustment due to the infla- 
tionary effect to the Monetary value. 

The following recommemdations are presented, Lased on 
the above ccnclusions that the amount of benefits should be 
increased and the fact that the financial condition of the 
company is strong: 

1. “he current Lenefits scheme should be increased into 
a certain amount that will oct harm the company's orera- 
tional ccntinuity. 

Ze Using Takle V, the maximum feasable benefits (ccluan 
5) tc be provided Ey the company is at least equal tc the 
contributions received by the company (column 4). Ihe 
company's operational expenses and non benefit expenses 
(column 6) can be covered easily by the company's investment 
returns (cclunn 3) fcr the years to come. Applying this 
policy, the company could still reinvest the difference 
Letween the current investment returns and the non Lenefit 
expenses, in their irvestment funds. It 1S apparent that 
the ccmpany does not need to rely on membership contritu- 
tions to ray for operational and non benefit expenses. Ihe 
formula cf the equation between column 4 and column 5 fron 
Table V is presented in Takle XXVII It is obvious that the 
KFenefit side should ke increased by adjusting the value of X 
(the multiplier to gress pay in benefit scheme) to equalize 
with the contribution side. 
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The following reccmmendations are presented, considering 
that tke benefits prcvided Ly the company shouid be ir iine 
with the merit systen. 

1. The applicaticn of giving similar lump-sum payment to 
every merber, regardless of the length of time being spent 
in the service, shculd be changed. This kind of practice 
will benefit the memkers who stay in the service for a rela- 
tively short time orly. Ihe longer a member stays in the 
service the more benefit he should receive in exchange for 
the higker contributicn he has paid to PERUM ASABRI. 

Z A formula tc determine tne constant factcr as a 
multirlier to the grcss pay in providinj the new lunr-sun 
payment benefit should be designed. À method to find value 
as the ccnstant numter as shown in Table XXVII and Takle 


XXVIII is recommended. 


It has keen the purpose of this paper to sned a bit of 
light cn the higaly ccmplex and little understood system of 
social insurance in Irdonesia. If the preceding analysis and 
recommendations have contributed one ioth to providing a 
base for ircreasing that system's efficiency and fairness, 


the authcr's eff£crts tere not in any way spent in vain. 
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